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1. INTRODUCTION 
Many  factors  explain  co-operation  between  individuals  and  in  general  the 
adoption of stable forms of collective action. Axelrod (1984) emphasises that co-
operation  depends  on  continuity  over  time  of  relationships  between  subjects.  
Ullman-Margalit (1978) shows that stability of co-operative solutions depends on 
the  efficacy  of  incentive  mechanisms  introduced  into  relationships  between 
individuals.  Boix and Posner (1998) find on the other hand that co-operation is 
strongly  influenced  by  the  degree  of  social  and  political  inequality  between 
potential participants.  And lastly, Akerlof and Kranton (1998) emphasise the 
importance of group identity. 
 
Recently,  social capital has been introduced as an element into the debate on the 
spread  of  co-operative  practices.    Social  capital  facilitates  the  realisation  of 
collective projects because it reduces the risk of free riding and strengthens the 
trust in interpersonal relationships.  Social capital is constructed on the basis of 
civic  involvement  in  such  activities  as  support  for  sports  and  cultural 
organisations,  voluntary  associations  etc.    It  is  an  expression  of  the  norms 
governing community life, such as participation in elections, respect for public 
property, the maintenance of traditions and community identity, etc. (Kenworthy 
1997). Civic involvement increases social capital because it enhances the amount 
of personal interaction, increases information on the degree of trust that each 
individual is worthy of and thus consolidates the overall level of trust (Putnam 
1993a).  At the same time the networks of civic responsibility supply relational 
goods such as contacts, information and reputation which are of significant value.  
These goods can be conserved only if individuals remain within a framework of 
community relationships. The spread of civicness appears to reduce the problems 
of opportunism because when initiatives take place within a context of personal 
relationships and social networks, there is greater likelihood that agreements will 
be kept.  This is because of the fear that if an agreement is broken the sanction 
imposed  can  be  the  exclusion  from  the  system  of  individual  and  collective 
agreements.  Being able to use community goods is thus an important incentive 
in avoiding defection and putting the relationship of trust at risk.  A causal link 
between social capital and individuals’ propensity to co-operation is confirmed 
by a great deal of empirical evidence ( among others, Putnam 1996; Narayan and 
Pritchett 1997; Molinas 1998). 
 
It is however far from certain that similar conclusions can be drawn for inter-firm  
co-operation.  Both  the  modality  of  collective  action  and  the  nature  of  social 
capital  are  partially  different  for  individuals  and  for  firms.  Among  the  many 
differences,  we  note  that  firms  are  not  subject  to  the  same  sanctions  as 
individuals.    Many  forms  of  exclusion,  such  as  social  ostracism,  cannot 
effectively be applied to organisations.  Moreover, many models of collective 
action are based on the continuity of relationships and a long time horizon, while 
a large proportion of firms,  newer ones,  have a short life expectation.  It does 
therefore not seem appropriate to interpret the phenomenon with reference to a 
framework with an important time scale.  
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Therefore, when the individual’s social capital is defined and measured in terms 
of social integration or generic sharing of social values such as “participation in 
the local community, proaction  in social context, feelings of trust and safety, 
neighborhood  connections,  connections  with  family  and  friends,  tolerance  of 
diversity,  value  of  life  and  work  connections”  (Onyx  and  Bullen  quoted  in 
Woolcock and Narayan 2000, p.241),  it has only limited usefulness in analysing 
collective action between firms
1. A network analysis definition of social capital is 
equally unsatisfactory to analyse inter-firm cooperation. Being at the centre of an 
articulated  system  of  personal  relationships  can  give  significant  economic 
advantages such as arbitrage, exploitation of information, etc. (Burt 1997) but it 
is difficult to see how numerical increase of the relationships in itself can solve 
the problems of co-operation.  Collective action is in fact normally hampered 
rather than helped by increasing the number of participants. 
 
The  fact  that  social  capital  is  only  part  of  the  explanation  of  inter-firm  co-
operation leads us to look for a wider interpretative model.  This model uses two 
further explicative variables: institutional initiative and the accumulation of  past 
co-operation experience.  The basic hypothesis of our model gives an important 
role to government institutions, mainly local but also central, in promoting and 
sustaining directly and indirectly cooperative initiatives.  It emphasises that the 
accumulation of collective action experience and the influence of associational 
tradition in the economy can play a decisive role on the propensity to start up co-
operation in the present. 
2 
 
This  approach  has  been  confirmed  by  various  empirical  studies.  Kenworthy 
(1997 and 1995)  shows that trust is a useful but not an essential condition for the 
start up of cooperative behaviour and that the decisive variable for starting is the 
presence  of  institutional  incentives.    Sakakibara  (1997)  observes  that  at  the 
origins  of  numerous  research  consortia  in  Japan  there  are  government 
organisations supplying benefits and other incentives both at the start up and in 
the  subsequent  development  of  the  initiatives.    In  Europe  the  importance  of 
institutional action in promoting supranational co-operation projects involving 
numerous firms is borne out by numerous works (including Ormala 1993;  Mothe 
and Quelin 2000). 
 
A high level of social capital and an articulated network of civil society still have 
an important role in this new framework. But there is a difference with the other 
hypotheses prevailing in the current debate. In our approach, social capital and 
the  spread  of  associational  structures  indicate  absence  of  large  obstacles  to 
collective action, rather than the presence of incentives able to directly generate 
co-operation projects in the economy. In this context social capital can be viewed 
                                                 
1  Levi discusses similar doubts (1996): “…If  people act trustfully, they tend to cooperate and invite 
cooperation in return. (…) However, the soccer clubs and bowling leagues  that are meant to produce 
such dense networks hardly seem up to the task. Certainly, they are not particularly useful agents of the 
kinds of sanctions and information that are necesary to promote large-scale economic exchange” (p.47). 
2 The intertemporal link between past collective experience and present collective action is noted by 
Woolcock (1998): “....  the very success of collective action itself influences the various types of social 
relations coordinating that success in the future” (p.168).   4 
as an individual resource able to ‘secure benefits by virtue of membership in a 
social network or other social structures’ (Portes 1998, p.6).  It is not so much 
the numerical extension of relationships that counts, but the intensity and quality 
of  social  links  established  between  individuals.    These  links  become  a  vital 
resource for the creation and development of new firms. More generally the links 
constitute  important  information  input  for  assessing  economic  projects  and 
improving  market  access.  At  the  same  time  they  also  constitute  behaviour 
restraints, reciprocal obligations and social norms. 
 
According to this line of research, social capital is an individual endowment, 
given that it is based ‘on relationships between actors or between an individual 
actor and a group’ (Portes 1998,  p.18).  And if it is an individual resource it 
becomes  increasingly  important  the  more  the  firm  is  identified  with  the 
individual.    If  the  firm  is  small  or  very  small  and  the  participants  few,  
entrepreneur behaviour can be influenced by benefits and externalities stemming 
from social relationships as well as by sanctions such as exclusion and loss of 
relational  goods  which  regulate  community  life.    It  is  thus  likely  that  social 
capital encourages collective action between very small firms. It is also likely 
that as firm size increases, the variable plays an ever decreasing role. 
 
A discussion of the costs and benefits of collective action brings our approach 
more clearly into relief. It is on the basis of these costs and benefits that the 
various  actors  decide  whether  to  participate  in  co-operation:  they  decide  to 
participate where the expected net benefit of collective action is positive and 
higher than the benefits from individual action. 
 
2. BENEFITS AND COSTS  OF COLLLECTIVE ACTION 
 
The  benefits  of  collective  action  derive  from  "strategic  complementarity" 
between actors in the economy. This means that there are many situations where 
joint action between different economic subjects can assure benefits unavailable 
through  “individual  action”.  In  these  cases  potential  benefits  from  collective 
action can be directly correlated to the number of participants, to the variety of 
solutions available and the amount of resources employed.
3 
 
There  are  many  examples  of  strategic  complementarity  in  economics.    In 
particular, advantages can be encountered in provision of categorial public goods 
such as the definition of technical standards, the setting up of forms of contract 
regulation, acquiring information on overseas markets,  access to technological 
services, joint research and development programmes and centralised purchase of 
production input. 
 
                                                 
3 See Arrighetti and Seravalli (1999a) for a more detailed analysis.   5 
The mere fact that positive complementarities exist does not mean that they will 
actually be exploited
4.  There are no automatic mechanisms in the economy that 
unfailingly lead individual actors to co-operate in the planning and carrying out 
of collective projects. This is because the expected benefits for agents from co-
operation can be significantly reduced or cancelled out by free riding costs (the 
cost of limiting the risks of expropriation of individual benefits from collective 
action)
5  and  by  coordination  costs  (the  cost of  identifying  and  sustaining  the 
collective project having the consensus and support of individual subjects)
6. 
 
The literature on co-operation identifies the cost of limiting free riding as the 
main obstacle to collective action (Olson 1965). Once the collective project is 
defined,  the  individual  agents  might  tend  to  minimise  their  contribution,  and 
maximise  their  own  net  benefit,  since  the  advantages  of  the  availability  of  a 
public  good  are  spread  among  a  wide  group  of  users,  and  the  cost  of  the 
individual’s contribution will tend to be higher than the potential benefits.  And 
since  collective  action  inevitably  restricts  individual  freedom,  incentives  for 
defection  may be latent or emerge over time.  Pursuing a common aim thus 
involves the setting up of a framework of control to guarantee that constituting 
rules  and  regulations  are  followed  (Parri  1997).  There  are  costs  involved  in 
checking  individual  opportunism.    If  there  is  no  regulation  of  individuals’ 
behaviour in the joint activity, the individual agent will expect that he may not be 
able to gain the full benefit of his or her investment and tend to underinvest.  And 
the spread of this type of behaviour will lead to the failure of collective action. 
 
Coordination  costs  are  a  second  obstacle  to  collective  action.  However,  the 
presence  and  importance  of  coordination  costs  have  not  been  considered 
‘organically’ in economic literature on collective action.  Coordination costs are 
generated by the very nature of complementarity advantages.  The presence of 
positive externalities, which increase with the number of agents, the resources 
invested  in  the  project  and  the  range  of  initiatives  pursued,  often  leads  to  a 
multiplicity  of  possible  equilibria.    Before  collective  action  is  started  up  the 
agents thus have to be able to order and select the optimum equilibrium.  In other 
words they have to identify from a wide range the alternative that maximises 
expected benefits.  They have to decide how many and which subjects to involve, 
what initiatives to adopt, what technology to use,  how to organise,  how to plan 
investments etc.,  and this can all be extremely costly.  It requires significant 
investment  in  information,  transfer  of  knowledge  and  comparison  between 
different alternatives and negotiation.  As well as these costs there is also the cost 
of  adapting  individual  behaviour  to  the  overall  plan,  which  might  involve 
                                                 
4 As is well known, in economic literature there are many examples of coordination failures concerning 
investment decisions, technological innovation policies, market research costs etc.. See Cooper (1999) for 
a survey and theoretical discussion of these failures. 
5 Ostrom (1990) emphasises that “making the switch, (…) , from independent to coordinated  or collective 
action is a nontrivial problem. The costs involved in trasforming a situation from one in which indiduals 
act indepentently to one in which they coordinate activities can be quite high …” 
6 In other words agents should look, tacitly or in negotiated ways, for forms of reciprocal coordination 
regarding the action to undertake.  The decision with lowest  benefits  or greatest disadvantages is to 
activate conflicting initiatives.  See Lewis (1969), Schelling (1989), Hardin (1982) on basic aspects of 
coordination problems.   6 
modification of individual plans and the synchronisation of ties (Arrighetti and  
Seravalli 1999a). 
 
3.  FACTORS  WHICH  AFFECT  THE  NET  BENEFITS  OF  COLLECTIVE 
ACTION 
 
Free  riding  and  coordination  costs  play  a  crucial  role  in  determining  the  net 
benefits  from  collective  action.  Costs  of  collective  action  can,  however,  be 
reduced by the accumulation of past co-operation experience and by institutional 
initiative. 
 
3.1 The historical tradition of collective action 
The accumulation of experience of collective action affects the likelihood of its 
adoption. In the first place it affects the expectations of success. The costs and 
benefits of collective action are not certain, but are subject to risk assessment. So 
the expectations for its success or otherwise can play a decisive role in individual 
actors’  decisions  on  whether  it  is  opportune  to  participate  or  not.  Positive 
expectations will lead a higher number of actors to undertake collective action 
and not back out of agreements. This in turn will increase the likelihood that 
collective  action  is  successful,  and  will  confirm  or  strengthen  positive 
expectations. Expectations on probabilities of success of collective action are in 
turn a positive function of accumulation over time. Woolcock (1998) notes the 
time link between past and present collective experience: “....the very success of 
collective  action  itself  influences  the  various  types  of  social  relations 
coordinating that success in the future ” (p.168) 
7  In areas where a historical 
memory of collective action is formed,  the actors have positive expectations of 
outcomes,  there is wider participation and fewer cases of opportunism.  Ostrom 
reaches  similar  conclusions  analysing  collective  action  in  coproduction:    the 
initial time investment to coordinate new projects and gain necessary consensus 
is  high,    “  but  these  serve  as  demonstration  projects  for  others  to  see  and 
understand  the  process.  The  process  speeds  up  once  residents  can  see  how 
alternative designs work and talk with others who have successfully obtained 
services”  (Ostrom  1996;  p.1075)  The  result  of  joint  initiatives  moreover 
influences the spread of collective projects in different fields and sectors:“the 
experience of success of coproduction also encourages citizens to develop other 
horizontal relationships and social capital” (Ostrom 1996; p.1083) 
 
The  historical  experiences  of  collective  action  also  affects  success  through 
accumulation of learning and spread of skills. Collective action is a process of 
institutional and organisational building which at every stage requires skills and 
know-how,  which  tend  to  be  unevenly  spread.  The  selection  of  the  optimum 
project, the involvement of potentially interested subjects, the identification of 
specific norms and procedures and sanction mechanisms are complex tasks, and 
have to be given to skilled people and organisations. Their intervention reduces 
                                                 
7 Hirshmann (1984) contains similar remarks although from a different point of view.  He notes that 
failure tends to cause individuals to move away from collective action, with few exceptions, and also 
makes it less likely for them to be involved in subsequent collective projects   7 
coordination  and  regulation  costs  and  decrease  the  probability  of  collective 
action failure.  These skills and know-how are formed over time and are proved 
be  correlated  with  the  historical  tradition  in  the  area  of  co-operation.  Hardin 
(1993) shows that,  particularly in the economy,  decisions to cooperate can be 
influenced by learning and tend to be path dependent.  The actors least orientated 
towards collective initiatives will invest little and they will experience a lower 
number of opportunities. Consequently, the probability of success will be low, 
expectations of failure will come true and the initial doubts will be confirmed.  
But  the  opposite  happens  for  subjects  with  high  propensity  to  collaboration. 
Gathering information and interacting with a greater number of participants, they 
will  be  able  to  assess  new  opportunities  and  establish  profitable  collective 
initiatives.    The  success  of  such  projects  will  confirm  that  co-operation  is 
economically advantageous
8.  Hadenius and Uggla (1996) discuss the function of 
learning in collective action in civil society, and emphasise that the socialisation 
of norms of democracy occurs through learning by doing. Among the factors 
influencing efficient management of very large common pool resources, Ostrom 
(1990)  notes  the  mechanism  of  "nested  enterprises".    The  problem  of  high 
number  of  participants  can  be  partially  resolved  when  “larger  organizational 
units,...., are built on previously organized,  smaller units”.  In fact “once the 
smaller  units  are  organized,  the  marginal  costs  of  building  on  that 
organizational base is substantially less than the cost of starting with no prior 
base” (p.189).  The opposite process can also take place. Pre-existing medium 
large organisations, using accumulated learning in collective action management 
‘generate’  much  smaller  new  initiatives  in  the  same  fields  or  in  different 
contiguous contexts.  It can thus be hypothesised that intermediate institutional 
structures, already widely consolidated, contribute to the spread of cooperative 
initiatives  between  their  own  members  and  to  the  increase  in  propensity  to 
collective  action  of  firms  in  a  given  area.   This  is  perhaps  the  case  of  local 
business associations, consortia and SME and artisan organisations.  
 
3.2 The role of institutional actors 
The  problems  of  collective  action  are  often  solved  by  an  institutional  actor 
external  to  the  interests  of  subjects  involved  in  a  co-operation  project.  In 
traditional literature, institutional subjects have basically the role of regulation 
aimed at overcoming market failure and limiting free riding (Scott 1995).  This 
function can be carried out by central institutions or by local structures, although 
to a lesser degree. Central institutions can be national authorities or agencies 
responsible for technical standards, for promoting consumer protection and for 
regulating  competition,  and  local  structures  include  certification  organisations 
and  organisations  protecting  typical  products.    From  the  point  of  view  of 
regulation, these activities are similar to those of a ‘third party’ or arbitrator and 
protector of contractual agreements.  More  generally, they reduce uncertainty 
(North 1990 and 1993) and support the formation of social capital.  This because 
they introduce into the market system, information infrastructures and restraints 
which  serve  to  facilitate  the  development  of  trade  and  safeguard  ownership 
rights. Within this interpretative framework, regulatory institutions contribute to 
                                                 
8  Van Lange et al. (1992) reach similar conclusions.   8 
overcoming problems of collective action for example by reducing the costs of 
direct sanctioning of defectors even though they are outside the definition and 
direct management of the cooperative project. 
 
Institutions play a primary role in reducing coordination costs as well. Solving 
coordination problems is a precondition for the start up of collective action. In 
fact, the level of coordination costs necessary to identify the optimum solution 
influences  the  final  result.    Any  solution  which  lowers  coordination  costs 
increases the probability for success of the collective action. Institutions, for a 
series of reasons, are able to act in this direction.
9 This conclusion is justified if 
we look at the relationship between the way the collective project is drawn up 
and coordination costs.  In general the solution of the coordination problem can 
be  found  either  through  a  decentralised  mechanism  or  through  a  centralised 
procedure.  In  a  decentralised  mechanism  each  agent  participates  directly  in 
planning the cooperative project
10, while in a centralised procedure, a limited 
subset of agents identifies, on behalf of other participants, the optimum form of 
co-operation. Centralisation is sometimes  more efficient  than decentralisation,  
because it  assigns the planning to a low number of subjects with homogenous 
information and responsibilities and so reduces the exchanges of information and 
simplifies the decision making process.
11. This has positive effects on the overall 
coordination  costs  (Arrighetti  and  Seravalli  1999a).  The  advantages  of 
centralisation, in terms of coordination costs reduction, raise the payoff of co-
operation  and  explain  why  the  setting  up  and  sometimes  the  management  of 
collective  action  between  firms  is  often  carried  out  by  a  small  nucleus  of 
promoters. 
 
Institutional actors, particularly local ones such as Chambers of Commerce, town 
halls, business associations and local banks have especially high incentives for 
collective  action.  By  their  nature  local  institutions  carry  out  centralised  co-
ordination functions like the provision of categorial collective goods. They also 
have greater internal inter-organizational coordination resources than individual 
actors  or  firms  which  participate  less  frequently  in  collective  projects. 
Futhermore, unlike private subjects, they show a zero or negative opportunity 
cost for defection or abandonment of collective action. An institutional subject in 
fact receives from its participation in the collective project benefits essentially in 
terms  of  legitimisation  and  consensus.  These  advantages  can  be  enjoyed 
exclusively  through  the  continuation  of  the  collective  action.  The  choice  to 
withdraw  from the collective initiative can be profitable for a single firm but 
leads inevitably to a loss of influence and role for an institutional entity. Finally, 
negative payoff of defection and non sharing in economic benefits of collective 
action enables local institutions to ensure fairness in the distribution between 
parties of the advantages of the collective good being available.  Thus inserting a 
                                                 
9 See Arrighetti and Seravalli (1999a and 1999b) for a discussion of the relationship between coordination 
costs and institutional action. 
10 The main elements of the theory of self-organised collective action are given in Ostrom (1990). 
11  The  centralised  mechanism  gives  better  results  especially  where  there  are  marked  differences  in 
preferences and information of participants, and when an efficient equilibrium can be pursued using a 
plurality of technological solutions, which are at least at the beginning equivalent.   9 
third  institutional  party  into  the  cooperative  relationship  may  help  to  prevent 
failure  of  co-operation:  the  presence  of  an  institutional  actor,  moving  further 
away  the  ‘shadow  of  the  future’  (Axelrod  1984)  increases  the  stability  of 
collective action over time. 
 
These conclusions are strenghtened by observing collective action in dynamic 
terms. Not only do coordination and regulation costs vary significantly over time, 
but so too do the benefits of co-operation.  The trend to weakening of advantages 
of  collective  action 
12  shows  that,  even  if  coordination  and  regulation  costs 
remain  unvaried,  the  probability  that  the  collective  action  will  be  abandoned 
increases as a function of time.  So the continuation of the collective project 
requires  the  constant  revision  of  the  range  of  activities  planned  and  that  the 
initiative be constantly revised and diversified in order to offset the progressive 
erosion  of  complementarity  advantages.    Here  too,  institutions  can  make  a 
substantial contribution. The greater restraints on leaving, and the lower costs of 
coordination, motivate institutions to make investments to extend co-operation to 
different sectors, to adjust the structure and to maintain the project overall. 
 
Institutions  moreover  can  act  to  reduce  coordination  costs  by  participating 
directly in the co-operation project or promoting the start up. But they play an 
equally  important  role  in  defining  ‘external’  incentives.    They  can  supply 
financial subsidies for the creation of co-operation structures.  They can allow 
access to certain resources only on condition that the request is made not by a 
single organisation but by a set or cluster of firms.  They can order their agenda 
to  satisfy  requests  presented  collectively,  giving  lower  priority  to  individual 
projects.  Over time, generalised expectations will be consolidated that collective 
action will produce a net positive result because it is supported and approved by 
government  institutions.    It  is  enough  for  expectations  to  be  high  to  nourish 
sufficiently  the  conviction  that  co-operation  is  possible  and  advantageous.  
Moreover institutions can encourage recourse to collective action by providing 
legitimisation  to  organisations  promoting  cooperative  initiatives,  like 
representation groups and cultural associations, or by helping with their running 
costs. 
 
4.  THE  RELATIONSHIP  BETWEEN  SOCIAL  CAPITAL  AND 
INSTITUTIONS 
 
An objection to the relevance attributed to levels of institutional activity  as an 
explanatory  variable of inter-firm co-operation  might be  that the  variable of 
institutional activism is in reality an indirect indicator of social capital.  Some 
authors claim in fact that institutional performance depends significantly on the 
level of generalized trust and endowment of social capital available to a given 
community (Putnam 1993(b), Fukuyama 1995; La Porta et al. 1997). Institutions, 
particularly local institutions, are often more effective and active the higher is 
their reserve of social capital.  The more detailed, stable and numerous are the 
organisational  structures  expressing  civil  society,  the  more  explicit  will  the 
                                                 
12 Sachwald (1998) contains some hypotheses on the progressive reduction of advantages of co-operation.   10 
requests made by society to the authorities.  The operational agenda of local and 
national governments will also be more focused. The ordering of the aims and 
projects and the constant scrutiny of public authority by civic associations have 
the effect of further improving institutional efficiency in that there is no incentive 
for the public  manager to pursue aims different from collective ones.  In this 
framework it is social capital which raises the efficiency and level of institutional 
output rather than vice versa.  On this premise, institutional activism could be 
seen as the direct result of the ‘historical’ endowment of the community social 
capital.  In other words, institutional efficiency could be interpreted as the effect 
of external factors on institutional experience. 
 
This line of interpretation can be compared with another in which institutional 
efficiency is a function of both social capital and past institutional activism.  This 
second line of interpretation is justified by various considerations. In the first 
place, assigning to civil society the role of primary and almost exclusive cause of 
different  institutional  performances  leads  to  errors  in  specification  and 
incompleteness in the interpretation model.  Even if we assume that citizens are 
able  to  achieve  spontaneously  and  constantly  high  levels  of  political 
mobilisation,  their  “  capacity  to  make  effective  demands  and  sanction 
government action may remain limited. Agenda setting, non decision making, 
and media manipulation mean that certain issues do not even reach the public’s 
attention. Electoral cycles mean that certain policies go unpunished while others 
receive immediate attention. Public interest may correct some of that bias but 
hardly  all.  Even  with  a  free  press,  information  about  policy  and  policy 
consequences is costly and confusing. While a vigilant citizenry is certainly a 
requirement of democracy, it is not always so easy to be vigilant” (Levi, 1996, 
p.49). 
  
In the second place,  government structures,  particularly local structures,  are 
complex  mechanisms.    In  part  they  depend  on  social,  cultural  and  economic 
opportunities and restraints.  But they also prove to be partially autonomous in 
the  political  strategies  that  can  be  realised.    The  debate  on  ‘developmental 
government’  has  brought  to  light  numerous  cases  where  innovation  in 
institutional design,  upsetting pre-existing power equilibria and  changes in the 
orientation of government elite can lead to the adoption of inclusive strategies 
even in contexts with recent and limited democratic traditions.  Tarrow’s remarks 
(1996) appear to go in this direction: ..the operative cause of the performance of 
the regional institutions in both North and South ￿of Italy￿ is neither cultural nor 
associational but political. Expressed in the form of a hypothesis, the historical 
evidence can be read as support for the idea that the nineteenth-century popular 
politics  of  north-central  Italy  are  themselves  the  source  of  both  the  civic 
community and the positive political performance of its regional governments” 
(p.394). 
 
In the third place, unlike the neo-Tocquevillean hypothesis summarised above,  
the unidirectional causal relationship between civic society and the quality of 
government institutions can be inverted:  efficient and democratic institutions   11 
facilitate and are sometimes at the origin of a vital and detailed associational 
fabric and widespread and widely used cooperative practices.  As Skocpol (1996) 
claims, an organised civic society does not develop independently of an active 
and inclusive democratic government.  For Evans (1996) the double direction of 
the institutional- civic society link has cumulative effects: “Creative action by 
government organizations can foster social capital; linking mobilized citizens to 
public agencies can enhance the efficiency of government. The combination of 
strong  public  institutions  and  organized  communities  is  a  powerful  tool  for 
development”.  The  non-exclusive  but  strongly  interdependent  nature  of  the 
relationship  between  social  capital  and  institutions  is  emphasised  by  Warner 
(1999):  in  place  with  horizontal  social  capital  and  robust,  democratic 
governance  structures,  governmental  interventions  may  promote  horizontal 
community social capital development, which will in turn impact program and 
organizational  design  and  further  reinforce  social  capital  and  democratic 
political  structures”.  (p.381)  This  process  can  be  supported  or  weakened  by 
political, economic and legitimisation resources which can even be external to 
the community where they are developed. Tendler (1997) studying the effects of 
regional policies inaugurated  in Brazil in the 1980s concludes that  “the state 
government , …. , was contributing in a major way to the creation of civil society 
by encouraging and assisting in the organizing of civic associations, including 
producers groups, and working through them. These groups  then turned around 
and ‘independently’ demanded better performance from government, … . Both 
the improvement of municipal government and the strengthening of civil society , 
in sum, were in many ways the results of a new activism by central government , 
rather than of its retreat”(p.16) 
13 
 
The coordinated action of institutions in itself directly influences the capacity of 
the  system  to  realise  forms  of  co-operation  and  associations,    leading  to 
mechanisms  of  regulation,  communication  and  reciprocal  knowledge  which   
facilitate  collective  action  and  reduce  the  problems  of  opportunism.  This 
hypothesis is developed in works which show that the capacity to stimulate local 
economic  development  is  higher  the  greater  is  the  supply  of  selective  public 
goods both tangible and intangible
14 in direct support  of economic activity and 
indirect  support  of  social  cohesion  and  collective  action  between  individuals 
(Arrighetti and Seravalli 1999a and b,  Arrighetti Seravalli and Wolleb 1999)
15. 
Assigning an autonomous role to institutions in determining their own level of 
performance is thus the main characteristic of this interpretation, and the basis for 
subsequent empirical verification where institutional performance is no longer a 
                                                 
13 This conclusion appears to be shared by Warner (1999)  who says that central government does not 
always reduce the reserve of social capital. Sometimes through subsidies or the definition of quality 
standards central government can create opportunities for local governments to create or increase the 
level of social capital present in the community. 
14 In this framework institutions and local government do not only supply rules or enforcement.  They 
also  supply  tangible  and  intangible  public  goods  which  allow  problems  of  coordination  and 
incompleteness  of  local  markets  to  be  overcome,    and  which  enter  as  inputs  into  community  social 
interaction.  A similar approach is found in Evans (1996) and Tendler (1997). 
15 See Arrighetti and Seravalli (1997 and 1999a)  and Dall’Aglio (1999) for empirical verification of his 
hypothesis.   12 
function of only the civicness of the system, but also the fruit of institutional and 
structural factors. 
 
5.  WHAT  EXPLAINS  INTER-FIRM  COOPERATION:  STATISTICAL 
RESULTS 
 
The above theoretical hypotheses were subject to empirical  verifications. The 
aim was to assess the relative importance of variables concerning social capital, 
the role of institutions and the historical tradition of collective action, as well as 
structural variables, in determining inter-firm cooperation. The empirical tests are 
based on regression equations, where the dependent variable is made up of a 
proxy for the propensity to collective action for firms in the Italian provinces in 
the beginning of the 1990s. 
16 The methodology adopted to build the statistical 
indicators used in estimates of the model is described in detail in Appendix  A. 
 





PAC = firm propensity for collective action 
IND=share of employment in industry sth(s = 1,…, n=industry); 
SIZE= share of employment by firm size vth(v = 1,…, n =firm size) 
CAPSOC =social capital 
ASSOC= spread of non-economic associations 
IST =institutional activity 
ASSIMP= accumulation of experience of economic associations between firms 
FIN= financial incentives to inter-firm collective action 
 
The  first  model,  which  embodies  the  social  capital  hypothesis,  includes 
technological  and  structural  variables  and  those  variables  that  measure  social 
capital and the spread of civic networks.  The second model, which embodies the 
institutional  hypothesis,  adds  institutional  activism  and  accumulation  of 
associational experience to the variables of the first model. A series of equations 
were estimated through linear regression to compare the relative validity of the 
two models. (See Table 1). 
 
In  the  first  stage  of  the  evaluation  (Equation  1),  the  influence  of  variables 
concerning social capital (CAPSOC) and the presence of associative structure 
(ASSOC_9)  is  measured 
17.  The  estimate  confirms  the  importance  of  social 
capital: the proxies of civicness and the articulation of civil society appear to 
exert positive influence on the spread of collective action between firms. In the 
next  stage,    (Equation  2),  it  is  verified  whether  the  model,  extended  by  the 
introduction of the proxy variable of institutional activism (ISTIT) and the proxy 
variable of past association experience (ASSIMP) modifies the interpretation of 
the phenomenon. The results show an increase in the explained  variance and 
                                                 
16 See Arrighetti and Raimondi (2001) for further  details on methodology. 
17 In another estimate for which there is no space in this paper,  the impact of the variable of associations 
in civil society in the eighties was verified. The variable turned out not to be significant.   13 
some  important  changes  in  the  values  of  the  coefficients  of  independent 
variables. In particular, the proxy of individual associations of recent years is no 
longer  significant  (ASSOC_9)  and  social  capital  (CAPSOC)  becomes  less 
significant. The variables measuring the role of institutions and past experience 
of associations are on the other hand highly significant, with the exception of 
financial incentives (FINCON).  The results of the estimates appear to show that 
institutional  activism  and  the  accumulation  of  experience  in  economic 
associationism are particularly influential variables to explain the differences in 
propensity for collective action between firms in the Italian provinces
18. 
 
In the second part of the empirical analysis the two models are verified with 
reference to different classes of firm size 
19 
20.  The aim is to establish whether 
the determinants for propensity for collective action vary with this parameter. 
The evidence appears to support a  not unique interpretative framework.   For 
smaller  firm  sizes,  the  results  are  consistent  with  the  analysis  of  aggregate 
propensity  for  inter-firm    collective  action.    The  spread  of  consortia-type 
practices does not appear to be influenced by technological or sector factors but 
rather  by  variables  related  to  social  capital,  institutions  and  accumulated 
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18 It was thought opportune to test the robustness of the results with the method suggested by Levine and 
Remnelt (1992),  which is to determine through intervening variables the minimum limits in estimating 
coefficients for which they maintain the same sign and remain statistically significant.  The test shows 
that the estimates are solid. 
19  In other words,  the dependent variable is constituted by the propensity to participate in consortia and 
association initiatives of the firms belonging to the specific size class examined 
20 Note that except for the indices of sector specialisation,  the other regressors are identical to those used 
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But the influence of individual variables is inverted when the determinants of 
cooperative initiative among larger firms are examined. The social capital and 
the  role  of  institution  indicators  have  less  importance  and  are  replaced  by 
technological sector variables. 
 
The  conclusion  is  that  collective  action  between  small  firms  is  strongly 
influenced by local institution initiatives as well as by economic associational 
tradition  and  by  social  capital.  Technological  factors  are  not  particularly 
important  in  this  context,  considering  the  limited  learning  acquired  and  the 
scarcity  of  management  resources  and  project  skills  that  firms  have  for 
developing cooperative initiatives.  Consortia initiatives between small firms can 
thus  be  more  easily  realised  if  an  external  subject  has  a  management 
infrastructure able to limit coordination and regulation costs and preserve the net 
benefits of collective action.  
 
These restraints are much less important where larger firms are concerned.  As 
they  have  greater  bureaucratic  and  administrative  resources,  larger  firms  can   15 
autonomously  prepare  infrastructure  for  coordination  and  regulation  of  joint 
action.    The  incentive  for  co-operation  is  thus  principally  supplied  by  the 
importance of technological and organisational factors and in the contribution an 
individual firm can supply to the increase of collective benefit.  If the advantage 
of co-operation derives from the presence of differentiated knowledge between 
firms and the sharing of specialised resources, then for larger production units it 
is the sector variables that are crucial while the role of institutions is of low 
importance.  This is the picture given by our estimates. 
 
6.  AN  EMPIRICAL  VERIFICATION  OF  THE  SOCIAL  CAPITAL  – 
INSTITUTION RELATIONSHIP  
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A first hypothesis is that accumulated institutional experience is not significant 
and  that  social  capital  accounts  entirely  for  institutional  performance.  An 
alternative hypothesis, coherent with the present work, is that past institutional 
activity plays an important role in determining current institutional performance 
along with social capital. 
 
The same database is used as in the previous section while  the methodology 
followed for  the statistical indicators is described in detail in Appendix B.  
 
The results of the regression confirm the validity of the second hypothesis. Both 
social capital and past institutional activity play a significant role in determining 
institutional  performance.  The  indicator  of  civicness  is  particularly  important 
amongst  social  capital  variables,  while  non  economic  associations  and  the 
criminality indicator are not statistically significant. (See Table 2) 
  
 Table. 2  
Regression equations of RENDIST (proxy for institutional performance )( Student' s t in  
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The efficiency of local government structures, at least in Italy, is therefore also a 
function of the inclusive orientation and the accumulation of past learning by 
institutions.    The  local  capacity  for  institutional  initiative  cannot  thus  be 
expressed only with reference to the endowment of civicness in the community.  
Our  evidence  shows  that  institutions  have  some  autonomy  in  selecting  their 
evolutionary  path  and  defining  their  own  operations.    We  can  also  draw  the 
tentative conclusion that the correlation between institutional activism and social 
capital  has  a  positive  sign.    This  finding  differs  from  the  claims  of  neo- 
communitarian literature.  The hypothesis of a direct link between institutional 
activisme  and  consolidation  of  social  capital  appears  to  be  confirmed  by  the 
results of our analysis. 
 
Analogous results emerge from two-stage regressions which attempt to verify the 
direction of causal links of  variables in the  explicative  model of institutional 
performance (social capital, levels of institutional and associational activity). In 
order to make closer assessments of the degree of endogeneity of social capital 
and of institutional structure, three different two stage regression models were 
constructed. 
 
In the first model,  (Table 3a) at the ‘second stage’, associational levels (ASSOC 
9) and intermediate institutions (ISTIT ) are considered endogenous variables   17 
and the civicness variable (CAPSOC) is regressed.  In the second model  (Table 
3b) associational levels and civicness are considered endogenous and the level of  
activity of intermediate institutions  is regressed as a dependent variable. In the 
third  model  (Table  3c),  civicness  and  the  level  of  activity  of  intermediate 
institutions are considered endogenous and associational level is regressed as a 
dependent variable. For all three models, in the first stage estimates, the variables 
considered endogenous are estimated through instrumental indicators which in 
this case are represented by indices of industrial sector and size specialisation. 
 
The results show that capacity of explaination is higher in the equation where the 
institutional factor (ISTIT) is an endogenous variable of the model (Table 3 a) 
than in the others (Table 3 b and c). Here again institutions, social capital and 
associational levels seem to be linked by a relationship not of exclusion but of 




This work is based on the hypothesis that the logic and modality of collective 
action  between  firms  are  different  from  the  logic  and  modality  of  collective 
action between individuals. So an explanation of cooperation between companies 
requires to use partly different variables from those which explain cooperation 
between individuals. In particular, the variable of social capital, which has been 
given  a  central  role  in  recent  literature  on  collective  action,  is  only  partially 
useful in explaining the spread of associationism between firms.  
 
In order to look at the problem of what determines collective action, we built a 
model using alongside social capital, the historical tradition of collective action 
and the activism of institutional actors as explicative variables of associationism 
between firms. These two variables are important because they influence the net 
benefits  of  collective  action,  increasing  the  expected  advantages  and  /  or 
reducing costs.  
 
The historical tradition of collective action acts primarily on the expectations of 
success.  In  areas  where  cooperation  is  deeply  rooted,  firms  are  aware  of  the 
benefits  of  collective  action  and  show  higher  propensity  to  participation. 
Historical tradition acts secondly through the accumulation of knowledge and 
skills concerning the construction of collective action. 
 
Table 3 
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This institutional and organisation know-how guides the choices to be made in 
the various phases of collective action, thus reducing coordination costs. There is 
thus a component of path dependency in cooperation which acts on expected 
benefits and costs of collective action.  
 
In collective action, institutions carry out the dual function of regulation and 
coordination.  The  regulation  function,  central  in  the  literature  on  collective 
action,  aims at overcoming market failures and checking free riding. It consists   19 
of information gathering structures and behaviour restraints to help trade between 
economic agents and safeguard ownership rights.  
 
The coordination function, obvious but  paradoxically less frequently discussed 
in the literature, is that carried out by institutions  in the definition and direct 
management  of  the  collective  project.    It  consists  of  gathering  and 
communicating information useful for start-up of collective action, identifying 
participants,  choosing  the  operational  project  among  possible  alternatives  and 
laying down and maintaining the organisational structure.  Institutions are often 
in a very favourable position to carry out these tasks, which drastically reduce 
coordination costs for private agents and lower the threshold of profitability of 
cooperative  projects.  The  historical  tradition  of  cooperative  projects  and  the 
capacity  of  central  and  local  institutions  to  act  effectively  in  the  field  of 
collective action differ radically from area to area. Our working hypothesis is 
thus that these two variables are well able to explain differences in the spread of 
inter-firm cooperation over different areas.  
 
One possible objection to introducing the role of institutions into the model is 
that  institutional  performance,  especially  locally,  could  be  almost  wholly 
determined  by  the  historical  endowment  of  social  capital.  Inserting  it  as  an 
autonomous variable could thus be incorrect. But in this paper we submit that the 
relationship between social capital and institutional performance is  bi-univocal.  
Institutions enjoy relative autonomy in drawing up intervention strategies and are 
able to influence social contexts where they operate. The growth of civil society, 
in this approach, is itself strongly influenced by the presence of an active and 
efficient government and the type of choices it makes. 
 
 Our  theoretical  hypotheses  were  verified  empirically  to  assess  the  relative 
importance  of  different  factors  in  determining  the  concentration  of  inter-firm 
cooperation in different areas. The area of study was the different provinces of 
Italy. Two models were verified empirically through regression equations. In the 
first model the propensity for collective action of firms in an area, the dependent 
variable,  was  compared  to  variables  relating  to  the  employment  share  of 
manufacturing  and  services,  the  different  firm  sizes,  social  capital  and  non-
economic associationism.  The empirical results of this first model confirm the 
importance  of  social  capital  and  non-economic  associationism  variables  in 
explaining the different area spread of firm associationism. The second model 
included  further  explicative  variables  such  as  institutional  activism  and 
accumulation  of  experience  in  firm  associationism.  These  two  variables 
improved the overall explication capacity of the phenomenon but modified the 
relative importance of the variables considered. In particular, the significativity 
of  non-economic  associationism  was  cancelled  and  that  of  social  capital  was 
reduced,  while  institutional  activism  and  the  accumulation  of  association 
experience  became  more  important.  These  results  appear  to  confirm  the 
theoretical  hypotheses  put  forward  in  the  first  part  of  our  paper,  where  we 
identified two crucial variables for collective action in institutions and historical 
tradition.   20 
 
 The two models were subsequently verified with respect to different class sizes 
of firm. The most important result here was that the social capital, institutional 
activism and experience accumulation variables were very significant for smaller 
firms but became gradually less important for larger ones. This is in some senses 
a predictable result, showing that medium and large firms are less influenced by 
the context of the area in which they operate.  
 
Lastly the relationship between social capital and institutional performance was 
subject  to  empirical  verification.  The  aim  was  particularly  to  try  to  find  out 
whether and how far present institutional performance can be explained by social 
capital,  non-economic  associationism  and  past  institutional  activism.  This 
verification led us to reject the hypothesis that social capital and non-economic 
associationism wholly explain institutional performance. The hypothesis that past 
institutional  activism  strongly  influences  present  institutional  performance  is 
confirmed. These results support the idea that institutions have an autonomous 






THE STATISTICAL  INDICATORS  OF SECTION 5 
 
 
Most statistical indicators used in this work were taken from the ISL Data Bank 
set up by the Economics Department of the Faculty of Economics of University 
of Parma to study the relationship between intermediate institutions and local 
development.  The  indicators  in  the  emprical  verification  (section  5)  were 
calculated as follows: 
 
1) The dependent variable: firm propensity to collective action 
The propensity to participate in formal initiatives of collective action between 
firms was approximated by the LOGCON variable, obtained from information in 
the Seventh General Census of Industry and Services (ISTAT 1994).   It consists 
of the logarithm of the  percentage of the number of firms in the services and 
manufacturing  sector  operating  in  the  nth  province  who  claim  to  be  in  an 
association or consortium with other firms or institutions and the total number of 
firms active in the nth province in 1991 (IMPCON) 
21. 
 
2) The variables of the social capital hypothesis 
The  civicness  variable  (CAPSOC)  was  constructed  on  the  basis  of  indicators 
used by Putnam (1993b) to study the role of social capital in Italy in different 
institutional performance. 
The CAPSOC 
22 indicator was constructed using factor analysis of the following 
variables: LETT 65 which shows the percentage of total population in 1965 who 
in their spare time read newspapers,  magazines, books or other literature not 
linked to their profession or trade – a measurement of the cultural level of the 
population; REFER74  which is the percentage of the population having the right 
to  vote  who  voted  in  the  1974  referendum,      -  a  measurement  of  social 
commitment and participation; PREF_AV which shows the propensity to use 
political  clientelism  in  exchanging  votes.  It  is  calculated  as  the  simple 
arithmetical average of percentages of preference votes on total votes in each 
General Elections of 1953, 1958 and 1963. 
 
                                                 
21 This variable,  like the others used in the estimates,  shows figures for 88 provinces rather than 103.  It 
was in fact necessary to aggregate by  regions the figures from those provinces created after the 1950s 
and for which some indicators could not be obtained singly.  This happened with Friuli Venezia Giulia,  
Molise and Sardinia which have been unified into a single regional aggregate.  Figures from the provinces 
created after 1995,  Biella,  Verbano-Cusio-Ossola,  Lodi,  Lecco,  Rimini,  Prato,  Crotone and Vibo 
Valentia are aggregated into those to which they belonged previously:  in order Vercelli,  Novara,  Milan,  
Como,  Forlì,  Florence and Catanzaro.  For the province of Lecco,   the Comuni of which belonged  
partly to Como province and partly to Bergamo province,  the figures have been aggregated in Como 
province. 
22 See Table A,  Appendix C for estimates and tests of the CAPSOC factor analysis   22 
As  well  as  social  capital,  another  variable  showing  individual  propensity  to 
participate in various non-economic types of association was inserted into the 
model.    The  aim  was  to  verify  the  existence  of  a  link  between  forms  of 
association  in  civil  society  and  the  actual  propensity  of  economic  agents  to 
cooperate. 
An estimate of the spread of associations in the 1990s is made up by the factor 
ASSOC_9 
23 constructed through analysis of main components of the following 
variables: ASTOT_9 which gives the percentage of private associations (social, 
cultural, recreational and sports) in the population of the province
24;  ASVOL_9 
which shows the percentage incidence of voluntary associations in the population 
of the province .
25 
 
3)  Variables  connected  with  the  institutional  hypothesis  and  the  role  of 
associational experience 
Levels  of  institutional  activity  were  approximated  to  various  aspects  of  the 
initiative and of the roots of the intermediate institutions in local economies.  The 
basic variables are referred to different types of intermediate institutions which,  
according to recent work 
26,  have significant influence on their area of activity. 
These institutions include local banks,  Chambers of Commerce,  technical and 
professional schools,  local and province administrations. 
The  synthetic  indicator  used  is  ISTIT.  This  variable
27  is  obtained  from  the 
analysis of the main components of the following variables: BP  - the degree of 
importance of local banks in province  economies in 1960,  calculated as the 
percentage between the amount of  local bank lending and the amount of lending 
by  all  credit  institutes  multiplied  by  the  degree  of  province  specialisation  in 
manufacturing industry; SPESTRUT -  identifies the level of effort made by local 
organisations  to  encourage  local  economic  development  through  supplying 
public goods such as infrastructure and education,   calculated as the ratio of 
Administration spending on education and public works and total Administration 
spending  in  the  early  1960s;  RTEC51  -  the  supply  of  technical  instruction 
exceeding the level of industrialisation in the area.  This variable is calculated on 
the  basis  of  non-standardised  residuals  of  an  equation  regressing  the  rate  of 
technical  and  professional  education  in  1950  on  the  percentage  of  industrial 
employment to  total employment; FACAM  - shows the age and  capacity for 
promotional  initiative  of  Chambers  of  Commerce  and  is  obtained  by  factor 
analysis of CAM 1 (ratio between Chamber meetings and total number of firms 
in  1951  census)  and  CAM  2  (a  dummy  with  value  0  for  provinces  with  no 
Chamber of Commerce before 1862 and the value of 1 for other provinces); 
lastly LOGCAM – shows  current levels of activity of Chambers of Commerce,  
calculated  as  the  logarithm  of  the  percentage  of  the  number  of  Chamber 
participations in firms and the total number of firms registered in 1997. 
 
                                                 
23 See Table B,  Appendix C  for estimates and tests of the ASSOC_9 factor analysis. 
24 See ISTAT (2001). 
25 See Frisanco and Ranci (1999) 
26 See Arrighetti and Seravalli (1999b) and Arrighetti Seravalli and  Wolleb (1999) 
27 See Table C,  Appendix C,  for estimates and tests of the ISTIT factor analysis.   23 
The variables regarding economic associational experience are reduced in the 
ASSIMP factor.  The indicator derives from analysis of the main components of 
the  following  five  variables 
28  :  TART70  -  the  membership  rate  of  artisan 
associations in 1970, calculated as the ratio between the number of artisan firms 
belonging to artisan associations and the number of artisan firms on the official 
register; VOTALB70 - shows the degree of participation in elections for province 
commissions.  It is the ratio of the total numbers of valid votes cast by artisans in 
the commission elections to the total of officially registered artisans in 1970; 
COOP51AD  –  the  proportion  of  employees  of  cooperative  firms  to  the  total 
number of employees as shown in the ISTAT census of 1951; AGCO70Q  - the 
percentage  share  of  agricultural  firms  supplying  products  to  agricultural 
cooperatives or similar to the total number of agricultural firms existing in 1970 
(ISTAT  1974b);  lastly  AFID74    -  a  dichotomous  variable  showing  1  for 
provinces having a loan guarantee consortium in or before 1974 and 0 for those 
without. 
A further variable was added to measure the amount of financial intervention to 
consortia made by public institutions (FINCON). In calculating this indicator we 
took into account funds made available by Regional governments 1992 – 1994, 
divided  by  the  number  of  firms  registered  in  each  region.    Figures  were  not 
available for separate provinces so all provinces from the same region are given 
the same value. 
                                                 





THE STATISTICAL INDICATORS OF SECTION 6 
 
The statistical indicators in Section 6 were taken, like those in Section 5, from the ISL 
Data  Bank.  The  indicators  used  in  the  empirical  verifications  weere  aclculated  as 
follows: 
 
1) The dependent variable: the institutional performance factor  (RENDIST) 




i) The speed of local government spending  (VEL_PAG2) 
The first indicator of institutional performance concerns the geographical unit of the 
Comune or first level of local government. The speed of local government spending is 
considered  to  be  a  proxy  of  institutional  performance  as  it  indicates  the  level  of 
efficiency in financial management.  It represents the capacity of local administration to 
use income in spending not only on day-to-day running or spending on personnel and 
debt  service,  but  rather  on  extraordinary  interventions  aimed  at  increasing  local 
infrastructure  endowment.The  indicator  was  obtained  from  figures  from  the  Ancitel 
database  on  the  economic  and  financial  indicators  of  local  government. 
30  Two 
indicators  were  constructed:    VEL-PAG1  and  VEL_PAG2.    VEL-PAG1  is  the 
unweighted  speed  of  payment  calculated  as  the  ratio  between  current  expenditure 
already made  and estimated current expenditure.VEL-PAG2 is the speed of payment 
in terms of the ratio between VEL-PAG1 and ‘structural rigidity of the local 
government’.  By structural rigidity we mean the ratio of wage bill and debt 
service on total expenditures. 
 
ii)Chamber of Commerce activity levels (LNPCC) 
The second indicator measures the relative propensity of Chamber of Commerce 
in Italy to purchase shares in public and private firms.  This can be considered an 
indicator  of  institutional  performance  as  it  shows  the  efficiency  in  and 
commitment to supporting and integrating with the local economic system.The 
performance indicator was constructed considering participation in private and 
public economic initiatives made by each Chamber of Commerce up to 1997 
31   
                                                 
29  See Table E, Appendix C,  for estimates and tests of the RENDIST factor analysis. 
30 Figures were available only for individual  local comune units of local government in each province,  
so the figure for each province is an aggregation using the median of distribution 
31 In 1997 Chamber of Commerce showed a total number of participations of 1535 and overall 606 billion 
lire was invested.  Most of the participations were in two areas: transport,  accounting for 41.4% of the 
total and 347 participations,  and trading infrastructure,  with 27.6% of the total and 173 participations.  In 
transport most intervention was in airports, ports,  road networks and inter-modal transport centres.  In 
trade  the  intervention  was  mainly  for  trade  fair  centres,  conference  centres  and  agricultural  product 
markets. 
These structures proved important for local economy development especially for provinces in the north of 
Italy, where Chambers of Commerce  also play a part in strategic advice and financial support. 
Other Chamber of Commerce  participation is in training, research, industrial consortia,  consortia for the 
exploitation  and  trade  of  quality  products  linked  with  a  local  area,    with  assistance  and  spread  of 
technological innovation and lastly in credit.   25 
The PRTCC variable is in fact the ratio of the number of participations to the 
number of firms registered with the Chambers of Commerce.  In the regression,  
the indicator was used as a logarithm denominated LNPCC. 
 
iii) The setting up of the ‘One Stop Information Desks’  (LNSU_POP) 
The third indicator of institutional performance was constructed on the basis of 
the speed with which local administration put into practice a national law setting 
up ‘One  Stop  Information Desks’ (‘Sportello Unico delle Imprese’).  The 
law aimed at simplifying authorization procedures for setting up or modifying 
production plants 
32. The variable is the logarithm of the ratio between population 
of the local administrative areas which had set up the Sportello Unico within 18 
months of the date the law was published 
33and the total population of the whole 
provinces containing these local administrations 
34 . 
￿
2) The social capital variables 
 
In order to be consistent with the previous estimates we thought it opportune to 
use  the  same  proxies  for  social  capital  as  those  in  section  5,  CAPSOC  and 
ASSOC.    Another  indicator  was  also  introduced,  CRIME,  which  shows  the 
spread of unsocial capital.  The aim is to enrich the interpretation by introducing 
the hypothesis that widespread illegal activities and social criminality affect the 
efficiency  of  government  structures  by  subtracting  resources  or  at  any  rate 
hindering the action of local and other institutions.  CRIME is derived from the 
analysis  of  the  main  components  of  the  variables  FALL61,  PROTT61  and 
CRIME_FE.  FALL61 is the ratio of publicly declared bankruptcies in 1961 to 
population, PROTT61 is the ratio of the number of unfunded payments in 1961 
and population and CRIME_FE is the average number of crimes reported in 1961 
per 1000 population excluding theft
35. 
 
3) Institutional activity variable 
The proxy for level of institutional activity is again ISTIT, as in section 5. 
 
4) Control variables 
The total population (POPTOT) has been used as control variable  
￿
                                                 
32 The Sportello Unico or ‘one stop information desks’ were created by Law 112 of 31-3-1998.  Through 
them local administration sometimes with other bodies makes available all procedures and paperwork for 
authorisation and firms can find all the information and help they need at just one office. 
33 Figures on the setting up of Sportello Unico Desks are taken from studies made by Prefectures in Itlay 
and by Formez in 1998. 
34 Some provinces were excluded from the observations because the available figures showed that less 
than 50% of their local administrations were included in the census. 
35  See Table F,  Appendix C,  for estimates and tests of the CRIME factor analysis. 
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FACTOR  ANALYSIS  
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